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SUMMARY 


The rate of real growth of Paraguay's economy improved slightly during 
1973, with a constant dollar increase in GNP of 5.8% (preliminary 
figures) versus a 5.3% increase in 1972. Exports increased dramati- 
cally by 47% reaching a total of $126.9 million while imports increased 
by 48%, to a total of $121.9 million. (CIF-Paraguay). Meat exports 
continued to dominate Paraguay's export list, with a value of $40.5 
million which amounted to 31.8% of total exports. 


Even though US exports to Paraguay rose by 27% to a total of $17.3 
million in 1973, export value honors were lost to Argentina which, 
through a generous government sponsored program of supplier credits, 
achieved a 155% export increase to a level of $27.5 million. The US 
as Paraguay's second most important supplier was followed by Brazil, 
with a total of $15.5 million, and by West Germany with a total of 
$11.8 million. 


Paraguay's gross foreign exchange reserves increased by 81.3% reaching 
a total at year's end of $57.1 million. At the same time money supply 
increased by 30.9%, and Paraguay maintained its official exchange 

rate of G 126=$1 despite the US devaluation of the dollar during the 
year. Paraguay's fiscal performance improved in 1973 compared with 
the previous year with a deficit of only $1.8 million compared with 
$10.4 million for 1972. 


Construction of major hydroelectric projects on the Parana river which 
will be built in partnership with Argentina and Brazil is expected to 
begin in 1974, and to continue through 1985. The estimated cost of 
construction and equipment for these dams is estimated at approximately 
7 billion 1974 dollars. 


Paraguay's developing agriculture and infrastructure programs will 
continue to offer increased opportunities for the sale of agricultural, 
food processing, and construction and road building equipment. 


The Government of Paraguay has a positive attitude toward foreign 
investment in agriculture and light industry and offers equal incentives 
to domestic and foreign investors. 


Precautionary Note: 


Calendar year data which serve as basic indicators for the condition 
of the Paraguayan economy suggest, in almost every category, that 1973 
was a year of unqualified improvement. However, it must be noted that, 
1) the rate of inflation has accelerated sharply since the last half 
of 1973, and continues unchecked; 2) record-breaking prices for Paraguay's 
principal agricultural exports may prove to be transitory, in contrast 
to a more permanent upward trend in the prices of Paraguay's essential 
imports of raw materials and manufactured goods; 3) substantial 
production increases of agricultural commodities which constitute a 
significant segment in Paraguay's export trade appear to have been 
achieved to some degree, at the expense of diminished production of a 
number of other traditional commodities; 4) there are growing 





indications that the Paraguayan Government's improved 1973 fiscal 
performance, in which there was a substantial reduction in the deficit 
was accomplished through sharp restrictions on expenditures for 
capital development and a policy of maintaining the freeze on all 
civil servant salaries. Government salaries have remained unchanged 
for the past three years, despite sharply increased living costs and 
a more than 50% increase in the minimum wage for the private sector. 
This situation may predicate repercussions which sacrifice administra- 
tive efficiency and coordination. 


The transition through which Paraguay passed during 1973 offers some 
encouraging possibilities, but short term sacrifices were necessary 
to capitalize on these opportunities and a growing number of medium 
term economic problems are now apparent. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Growth Rate - Modest Improvement 


Paraguay's economic growth rate for 1973 of 5.8% (preliminary figures, 
1967 constant dollars) was slightly improved over the equivalent 1972 
figure of 5.3%, but still below 1971's achievement of 6.1%. Agri- 
cultural production rose by an estimated 9% and the industrial sector 
growth rate was up 3.7%. Among certain key agricultural 
products, output increased dramatically especially 
in soybeans, cotton, tobacco, sugar and frozen meat, | 

Industrial growth, however, tapered sharply when 
compared with 1972 figures. Cement production, for instance, fell 
approximately 2% relative to 1972 results. An exception was the 
increase of almost 40% in electric power production, although a 
large part of this increased production was exported to Argentina 
and Brazil. 


Crops and Livestock - Substantial Improvement 


1973 production data for the crop sector indicate significant 
improvement due in large part to improved climatic conditions. 
Stimulated by world market price trends, soybean production increased 
from 100 thousand metric tons in 1972 to 120 thousand tons in 1973. 
In some cases this was accomplished through planting substitution 
which replaced mandioca, a traditional carbohydrate staple for 
domestic consumption. Production of raw cotton reportedly increased 
from 53,000 metric tons to a record level of 80,000 metric tons. 
Since Paraguayan cotton is still cultivated and harvested completely 
by hand, limiting rapid expansion of cultivated area, 1973's increased 
production is attributable primarily to better weather during the 
1973 planting season as compared with 1972. Sugar output increased 
to approximately 68,000 metric tons from 1972's production of 

53,000 metric tons, the latter year's output having been adversely 
affected by drought. Two groups of investors recenty announced plans 





to undertake large sugar projects in Paraguay, one of which would 
nearly double Paraguay's production. During 1973, corn production 
rose by approximately 13% to 236,000 metric tons. More normal rainfall 
was again attributed as the principal factor in the increase. Rice 
production was down approximately 8%, and coffee production, not 

yet a major component of the agricultural sector, was down by 
approximately 14% to 2,700 metric tons in 1973. Tung oil was the 
only traditionally important commodity in this sector which 

suffered a precipitous decline in production. The 1973 harvest of 
4,000 metric tons, reflécting the effects of severe frost damage, 

was down from 18,000 metric tons a year earlier. Previously 
depressed world tung oil prices have recently moved upward, which 

has caused owners to discontinue the practice of uprooting trees 

to increase arable area for what were more profitable crops. Because 
of declines in production of a large number of less important crops, 
presumably due to planting substitution, the total agricultural crop 


sector output for 1973 increased less dramaticallv than was anticipated. 


The livestock sector, which is Paraguay's biggest and most important 
activity in terms of the value of production and exports, benefitted 
from rising prices resulting from increased world market demand. 
However, in terms of numbers of cattle slaughtered, production was 
down approximately 12% to a level of 525,000 head due to measures 
taken by the Paraguayan Government through the application of 
controls on slaughter for export to prevent diminution of the herd. 
The 1973 cattle census estimated Paraguay's beef cattle herd at 
4,600,000 head, up only slightly more than 1% over the 1972 census 
figure. Investment in meatpacking plants during 1973 was appro- 
ximately $3 million, which raised the processing capacity of the 
industry to an approximate level of 10,000 cattle per day, or, based 
on a maximum potential 250-day working year, 2.5 million head per 
year. This unusable excess capacity is a result of the government's 
export slaughter control mechanisms, which strongly encourage the 
processing of the greatest number of cattle in the briefest possible 
time. The Paraguayan Government continues to direct special attention 
to the cattle industry in an effort to upgrade the size and quality 
of the national herd, and to increase meat production. This effort 
is reflected in a policy of loans at lower than normal commercial 
rates to this sector, as well as experimental breeding and disease 
control programs, and rancher education through increased agricultural 
extension services. Elsewhere in the livestock sector, swine and 
poultry production recently suffered a setback as a consequence of 
government imposed price controls on beef, which eroded the temporary 
price advantage of these locally consumed beef substitutes. Thus, 
1973's sudden poultry and swine production increases may have been 

a short-lived phenomenon. 


Balance of Trade - Large Increases in Imports and Exports 


In dollar value, Paraguay's foreign commerce level was up markedly in 
1973. Exports increased by $41 million and 47%, to a level of 





$126.9 million FOB Paraguay, and imports rose $39 million and }8%, 

to a level of $121.9 million CIF Paraguay. Thus, 1973 was the second 
consecutive year (since 1965) in which Paraguay achieved a favorable 
trade balance on an FOB-CIF comparison basis. The 47% increase in 
export value, however, must be attributed in large part to world 
commodity price increases, as the overall increase in export volume 
was only 4.9%. The dramatic value/volume disparity also reflects a 
movement of the Paraguayan export sector away from lower value 
traditional products toward those of higher unit value. Value versus 


volume comparisons for principal export commodities show the following 
results-* 


Commodity Value Change Volume Change 
(1973 vs. 1972) (1973 vs. 1972) 


. Meat and meat products 35.9% 7.9% 
. Seeds for industrial use 143.9% 10.7% 
. Sawn Timber and Sawlogs 24.0% 11.1% 

Cotton fibers 204. 6% 145.1% 
. Oilseed expeller and cake 585.6% 129.7% 
. Essential oils 154.9% 45.2% 
. Tobacco 11.6% 18. 3% 


Although the cattle slaughter export quota was reduced from 250,000 
he#d in 1972 to 220,000 he&éd in 1973, export tonnage rose 7.9% due to a 
shift toward chilled and frozen beef away from canned meat products. 


1973 was the first full year in which exports of sawlogs was illegal. 
As can be seen from the volume figures above representing totals for 
both sawn and unsawn wood products, exports of sawn timber increased 
more than adequately to maintain the contribution of this sector to 
export earnings totals. Total 1973 agriculture sector exports were 
estimated to have increased in volume by between 18 and 20%. 


Paraguayan export trade followed traditional patterns in 1973. 
Paraguayan exports by principal importing countries in 1973 were as 
follows: 

West Germany, $23.3 million 

U.S., $16.5 million 

Argentina, $16.2 million 

Netherlands, $10.5 million 

U.K. ¢ 8.6 million 


With the exception of Argentina, whose purchases of sawn timber 
exceeded all other categories of purchased goods, export sales of meat 
products to Paraguay's principal export customer countries over- 
shadowed other commodity groups. 





1973 import data yield a profile of Paraguay as an emerging market 
for manufactured goods and some semi-finished raw materials even 
though increased 1973 imports, as in the case of exports, increased 
substantially less in aggregate volume (12%) than in value (48%). 
Shown below is a 1972 vs. 1973 comparison of values of major import 
categories which experienced significant change, showing major 
sub-category comparisons where these could be identified: 


$ US millions 


Commodity 1972 1973 


Machinery and Motors 1 30. 
Transportation units and spares 

Buses and Trucks 

Cars and light Trucks 
Ferrous metal manufactures 

Bars, Plates, Rods 
Chemical and Pharmaceutical Products 
Agricultural Equipment and Accessories 
Non-ferrous Metal Manufactures 
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1973 was a year in which there were significant shifts in Paraguay's 
import trade patterns. These shifts can be explained clearly in terms 
of the strengthening of economic ties between Paraguay and its future 
partners in the major hydroelectric projects on the Parana river. 
During 1973 Paraguay began to use funds available from generous supplier 
credit programs sponsored by the Governments of Argentina and Brazil. 
Through use of these credits, Paraguay was able to substantially 
increase its imports from these two countries without suffering 
negative pressure on its gross foreign exchange reserves, which 
increased in 1973 by $25.6 million, and 81.3%, to a level of $57.1 
million. Argentine credits available for use during 1973 amounted 

to approximately $15 million, and were spent primarily on purchases 

of construction and agricultural equipment. The outstanding 

Brazilian credits were equivalent to approximately $10 million and 
were used primarily to finance purchases of trucks and accessories and 
industrial machinery. Confronted with this Argentine and Brazilian 
government-sponsored "easy money" policy, US exports to Paraguay 
necessarily suffered in terms of percentage of market share, although 
they increased substentially (27%) in absolute terms. Paraguayan 
imports from the US consisted primarily of machinery, motors, motor 
vehicles, cigarettes, and ferrous metal manufacturers. There was 

no PL 480 wheat sales program for Paraguay in 1973, 

in contrast to 1972, when Paraguay took delivery of 38,000 metric 
tons, valued at $2.3 million. 





Money, Credit and Government Finances 


Ne a ee eee enna enema 

The Government of Paraguay's cash expenditures once again exceeded 
its revenues in 1973, but the overage was substantially reduced 
relative to 1972 when the year's cash deficit reached a record- 
breaking $10.4 million. During 1973 government expenditures of 

$92 million exceeded income by approximately $1.8 million. While 
this deficit reduction is laudable, it must be noted that increases 
in 1973 revenues lagged behind the increase in current dollar GNP. 
The Paraguayan Government's decision to minimize deficit expenditures, 
in view of the lagging level of revenues, was manifested in sharply 
reduced capital expenditures, and continued denial of seemingly 
justifiable public sector wage increases, which may have adversely 
affected the adequacy and efficiency of government services. 


Paraguay's money supply rose 31% during 1973, somewhat exceeding 

the growth of GNP at current prices. 1973's money supply increase was 
the largest ever recorded, exceeding the record-breaking 1972 increase 
by approximately 50%. Time deposits, however, increased only 19.3%, 
more slowly than the increase in current price GNP, and more slowly 
than the increase of this indicator during 1972. This decrease is 
attributable to three factors which are, in order of apparent 
importance: 1) incipient speculation against the Guarani (foreign 
currency accounts cannot be legally held by Paraguayans in Paraguay); 
2) a recent reduction from 8% to 6% in the interest rate paid on 

time deposits, and 3) decapitalization resulting from significant 
increases in the cost of living. 


The most significant occurrence in Paraguay's economy during 1973 
was the dramatic acceleration of the rate of inflation. The Cost 

of Living Index, which showed a gain of approximately 9% during 1972, 
increased almost 13% during calendar 1973. The unofficial wholesale 
price index, perhaps a more basic indicator of the dynamics of the 
economy, showed an increase of approximately 25% during 1973, as 
compared with 1972's increase of 18%. Most recent data from Paraguay's 
Central Bank indicates an increase in the Cost of Living Index in 
excess of 22% for the first three months of 1974. Such an increase 
is in painful contrast to the price stability prevailing here in 
recent years. 


Fuel for this inflation is found both internally, where world 
commodity price increases have strongly influenced domestic prices, 
and externally, where, as in the case of petroleum, factors totally 
beyond the control of Paraguay have accelerated cost-push inflation. 
To attempt to relieve social distress arising from this inflationary 
pressure, the Paraguayan Government was compelled to increase the 
private sector minimum wage by successively 10% and 15% in 1973, 

and by another 20% on March 1 of 1974. 





Bank credit to the private sector rose 20% during 1973, while as 

a result of the central government's fiscal policies, the public 
sector credit increase was limited to 3.6%, in contrast to 1972's 

23% increase. However, general and substantial public sector wage 
increases appear to be inevitable during 1974, which will likely result 
in renewed public sector borrowing. Inflation has clearly become 
Paraguay's most serious national problem and the Government's remedial 
options seem severely limited. 


Paraguay's currency remained pegged at Guaranies 126 to US $1. The 
high rate of increase in foreign lending to Paraguay, plus inter- 
mittent restrictions of Argentine imports, sustained the free market 
rate at an average 1973 level of Guaranies 134 to the dollar. Exchange 
transactions involving imports, exports, remittance of dividends, and 
profits, all continue to be administered exclusively through commercial 
banks at the official rate of 126 to l. 


Status of Major Hydroelectric Projects Planning 


During 1973, treaties were signed with Brazil and with Argentina to 
build the Itaipfi and Yacret4-Apife hydroelectric projects. Progress 
on these projects during 1974 is expected to be restricted primarily 
to: for Itaipi, solicitation of bids for comprehensive design, and 
the undertaking of diversion canal excavation; for Yacreta, selection 
of a comprehensive design proposal. The Governments of Argentina 
and Paraguay recently jointly called for bids for the preparation 

of a multiphase prefeasibility, feasibility, and comprehensive design 
study for a third large hydroelectric project known as Corpus, 
approximately half way in geographic location (and anticipated size) 
between the larger Itaipi and the smaller Yacret4-Apipé projects. 
More than $7,000,000,000 will be spent on these three projects during 
the next fifteen years, assuming the feasibility of the Corpus project 
is confirmed by the studies. The projects will offer unprecedented 
opportunities in this area of the world to U.S. engineering and 
consulting firms, manufacturers of hydroelectric generation and 
transmission equipment, and construction equipment of all types. 


Implications for the United States 


Although the beneficial effects of the US dollar devaluations in 1971 
and 1973 have been eroded somewhat by recent international currency 
readjustments, US products appear to be competively priced as 
compared to other major exporters. Working to the disadvantage of 
the U.S., however, is the fact that the products of Germany, Dutch 
and Italian firms historically are well received by Paraguayan 
consumers, in part because of influences arising from immigration 
from those countries. In addition, the geographic proximity (and 
recent officially sponsored supplier credit programs) of Argentina 
and Brazil create real trade opportunity advantages for those 
countries in competition with the US for the Paraguayan market. 





Since the Paraguayan Government's tax revenue system is heavily dependent 
on import and export taxes and associated fees (approximately 40% 

of government revenues are derived from import duties, and 15% of total 
revenues are generated through charges on exports), currently un- 
predictable market conditions for Paraguay's principal exports will 
influence the amount of total tax revenues available from traditional 
sources. This, in turn, will affect the Paraguayan Government's 
ability to contribute counterpart funds necessary to gain access 

to multilateral financial assistance for infrastructure projects 

which offer the most promising large scale trade opportunities for 

US commercial interests. 


Paraguayan private sector markets will continue to offer opportunities 
for American exporters (and their South American subsidiaries) in such 
products as electric and electronics equipment, certain types of 
agricultural and construction equipment, transportation equipment 

and accessories, and fabricated metal products. However, these 
traditional markets are overshadowed by the potential represented by 
the major hydroelectric projects described in the previous section 

of this report. It is to be hoped that US manufacturers and 
engineering and construction firms will have an advantage in the 
competition for contracts associated with these projects because of 
their scope of experience, advanced methods and technology, plan- 

ning and coordination capabilities and their personnel resources. 


The investment climate in Paraguay is good and the Government continues 
to encourage foreign investors, particularly in sectors considered 
basic to the expansion of exports. Incentives under the investment 

law are offered equally to both foreign and domestic investors. 
Priority industries for which capital is being sought include cattle 
raising and meat packing, animal hide processing, food processing 

and canning, agricultural chemicals, timber and finished wood 
products, and marble and ceramic industries. 
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a major force in 
the economy 


The franchise method of distribution is 
a significant part of the nation’s market- 
ing system and sales are expected to 
reach $178 billion in 1974. The Con- 
sumer Goods and Services Division, 
Bureau of Domestic Commerce, has a 
continuing program which collects and 
publishes data on franchising by key 
business sectors. 


Franchising in the Economy, 1972-74 Franchise Opportunities Handbook 
(1974-542-653/126) at $1.25 each (September 1973) at $2.20 each 
Number of establishments [] Data on 521 franchise operations 
Volume of sales Description of operations 
Employment in franchising Equity capital needed 


International operations Training provided 
Changes in ownership [-] Sources of franchising information 
Data by key business sectors [] Checklist for evaluating a franchise 
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